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SUMMARY  OF  RECOMMENDATIONS 


The  Interim  Study  Committee  on  Public  Retirement  Systems 
recommends  that  the  1981  Montana  Legislature  consider  enacting: 

1)  a  bill  providing  an  automatic  cost-of-living  increase 
in  service  and  disability  retirement  and  survivorship 
allowances  and  a  minimum  monthly  benefit  allowance  to 
certain  members  of  the  Public  Employees',  Teachers', 
Highway  Patrol,  Sheriffs',  Game  Wardens',  and  Municipal 
Police  Officers'  Retirement  Systems  and  their 
beneficiaries;  and 

2)  a  bill  increasing  the  state  contribution  to  the  fire- 
fighters' disability  and  pension  funds  and  providing 
funding  for  the  escalator  provision  for  service,  dis- 
ability, and  survivorship  pensions  from  the  insurance 
premium  taxes  for  firefighters  retired  after  July  1, 
1973. 


HOUSE  JOINT  RESOLUTION  NO.  40 


A  JOINT  RESOLUTION  OF  THE  SENATE  AND  THE  HOUSE  OF  REPRESENTATIVES  OF 
THE  STATE  OF  MONTANA  REQUESTING  THE  LEGISLATIVE  COMMITTEE  ON 
PRIORITIES  TO  APPOINT  AN  APPROPRIATE  STANDING  COMMITTEE  TO 
CONDUCT  AN  INTERIM  STUDY  CF  POSSIBLE  CONSOLIDATION,  FUNDING 
ALTERNATIVES,  AND  THE  EFFECTS  OF  INFLATION  ON  STATE  RETIREMENT 
SYSTEMS. 

WHEREAS,  all  Montanans  have  the  right  to  a  decent  standard  of 
living;  and 

WHEREAS,  older  Montanans  who  have  given  their  state  many  years 
of  dedicated  service  deserve  a  retirement  that  assures  dignity  and 
a  decent  standard  of  living;  and 

WHEREAS,  Montana  families  in  which  the  head  of  the  household  is 
over  65  years  of  age  have  37%  less  purchasing  power  than  the  general 
population;  and 

WHEREAS,  Montanans  over  65  years  of  age  who  live  alone  have  72% 
less  purchasing  power  than  the  general  population;  and 

WHEREAS,  inflation  has  seriously  eroded  the  purchasing  power  of 
retired  public  employees  and  has  hit  retired  teachers  especially 
hard;  and 

WHEREAS,  to  be  effective  and  equitable,  a  public  retirement 
system  must  make  adjustments  for  inflationary  forces. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  AND  THE  HOUSE  OF 
REPRESENTATIVES  OF  THE  STATE  OF    MONTANA: 

That  the  Legislative  Committee  on  Priorities  is  requested  to 
appoint  an  appropriate  standing  committee  to  conduct  an  interim 
study  and  present  recommendations  and  proposed  legislation  to  the 
47th  Legislature  concerning  the  effects  of  inflation  on  public 
retirement  systems  and  especially  the  Teachers'  Retirement  System. 
The  study  committee  shall  present  proposed  changes  to  current 
statutes  that  would  promote  efficiency,  effectiveness,  stability, 
and  fairness  in  public  retirement  systems. 

Approved  March  29,  1979. 


I.   INTRODUCTION 

Following  passage  of  House  Joint  Resolution  40  and  the  adjourn- 
ment of  the  Forty-Seventh  Legislature,  the  Legislative  Council 
appointed  the  Interim  Study  Committee  on  Public  Retirement  Systems, 
The  provisions  of  this  resolution  directed  the  Committee  to  study 
the  effects  of  inflation  on  public  pension  plans  and  to  propose 
changes  in  the  law  that  would  "promote  efficiency,  effectiveness, 
stability,  and  fairness  in  public  retirement  systems." 

During  the  Committee's  initial  meetings,  the  legislators  explored 
the  effects  of  inflation  on  retirees.   A  central  theme  echoed 
throughout  the  testimony  heard  by  the  group:   inflation  continues 
to  erode  pension  allowances  causing  financial  hardships  for 
retirees  on  fixed  income.   For  this  segment  of  the  population, 
even  moderate  increases  in  consumer  prices  can  be  detrimental 
to  its  standard  of  living.   The  following  chart  illustrates  the 
decline  in  purchasing  power  of  pension  income  compared" to  the 
inflation  rate  and  years  of  retirement:-'- 


Real  Value  of  Retirement  Income  Based  on 
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The  Committee  agreed  that  if  benefits  are  to  retain  their  original 
purchasing  power,  they  must  be  increased  periodically  through 
post-retirement  adjustments  to  offset  the  effects  of  inflation. 

After  becoming  familiar  with  the  structure  and  operation  of  the 
public  retirement  systems,  the  Committee  reviewed  various  cost- 
of-living  adjustments  and  funding  for  these  adjustments.   During 
the  final  meetings,  the  Committee  selected  an  adjustment  to  be 
drafted  for  legislation.   The  material  that  follows  describes  the 
Committee's  deliberations  and  summarizes  the  bills  sponsored  by 
the  group.   Additional  information  on  cost-of-living  adjustments 
for  public  pension  plans,  including  staff  research  reports. 


-■-   Robert  Clark,  The  Role  of  Private  Pensions  in  Maintaining 
Living  Standards  in  Retirement,  Washington  D.C.,  National  Planning 
Association,  Oct.  1977,  p.  42. 


actuarial  studies,  bibliographies,  and  committee  minutes,  is 
available  through  the  Legislative  Council's  Research  Division. 

Numerous  agencies,  groups,  and  individuals  provided  information 
and  resources  for  this  report.   In  particular,  the  Committee 
thanks  the  following  individuals  for  their  assistance: 

Alton  P.  Hendrickson,  Actuary,  Hendrickson  and  Bird,  Inc. 
Lawrence  P.  Nachtsheim,  Administrator,  Public  Employees' 

Retirement  Division 
F.  Robert  Johnson,  Administrator,  Teachers'  Retirement 

Division 
Richard  G.  Tucker,  Chief  Deputy  Securities  Commissioner, 

State  Auditor's  Office 


II.   COMMITTEE  DELIBERATIONS 

The  Study  Committee  on  Public  Retirement  Systems  met  six  times 
throughout  the  1979-1980  interim.   While  searching  for  a  solution  to 
eroding  pension  benefits,  the  Committee  received  information,  advice, 
and  direction  from  retirement  system  administrators,  public  employee 
organizations,  retirees,  and  other  interested  individuals.   During 
these  meetings,  the  Committee  reviewed  the  structure  and  operation  of 
the  retirement  systems,  studied  proposed  cost-of-living  adjustments, 
and  developed  legislation  based  on  selected  proposals. 

The  Committee  held  its  initial  organizational  meeting  in  August,  1979. 
During  this  meeting,  the  Committee  defined  the  scope  of  the  study  to 
include  all  public  retirement  systems.   The  group  also  decided  to 
postpone  consideration  of  consolidating  retirement  systems  until  the 
study  on  benefit  adjustments  was  completed. 

The  second  meeting  in  February,  1980,  was  an  informational  session. 
The  purpose  of  the  meeting  was  to  familiarize  members  with  the 
structure  and  operation  of  the  public  retirement  systems.   Staff 
members  from  the  Legislative  Council  and  Legislative  Auditor's  Office 
and  administrators  from  the  Public  Employees'  and  Teachers'  Retirement 
Divisions  presented  an  overview  of  these  systems.   Following  this 
orientation,  the  Committee  solicited  proposals  for  post-retirement 
benefit  adjustments. 

In  response  to  this  request,  four  proposals  were  submitted  for  review 
during  the  April,  1980,  meeting.  ■'-  The  Public  Employees'  and  Teachers' 
Retirement  Divisions  administrators  presented  proposals  comparing  the 
cost  of  different  ad  hoc  adjustments  to  an  automatic  percentage  in- 
crease.  The  Montana  Retired  Teachers'  Association  recommended  an  auto- 
matic cost-of-living  adjustment  based  on  the  Consumer  Price  Index  (CPI) 
The  proposal  from  the  Montana  State  Firemen's  Association  modified  the 
funding  provisions  for  the  disability  and  pension  funds  of  the  fire- 
fighter relief  associations. 

After  reviewing  these  proposals,  the  Committee  discussed  consolidation 
of  the  retirement  systems.   Members  decided  to  indefinitely  postpone 
consideration  of  this  issue  because  of  limited  time  and  resources. 
The  group  also  appointed  a  subcommittee  to  hire  an  actuary  to  determine 
costs  for  implementing  benefit  adjustments. 


^A  fifth  proposal  from  the  Montana  Public  Employees  Association 
was  submitted  after  the  meeting.   This  proposal  recommended  a  minimum 
monthly  benefit  allowance  based  on  active  employees'  salaries  for 
members  of  the  Highway  Patrol,  Game  Wardens',  and  Public  Employees' 
Retirement  Systems. 


In  June,  1980,  the  subcommittee  hired  Alton  P.  Hendrickson  as 
actuary. 2   The  Committee  then  met  for  a  two-day  session  in  July, 
1980.   During  the  first  day  working  session,  Mr.  Hendrickson 
presented  his  report  on  cost-of-living  adjustments  for  public 
retirement  systems.   He  discussed  factors  considered  in  imple- 
menting adjustments,  analyzed  proposals  previously  submitted  to 
the  Committee,  and  proposed  an  alternative  cost-of-living  formula. 
This  adjustment  is  based  on  a  percentage  increase  of  the  CPI  applied 
to  a  portion  of  an  active  employee's  salary. 

Under  this  formula,  members  who  retire  at  normal  retirement  age 
will  receive  the  full  benefit  increase;  those  retiring  earlier 
will  receive  a  reduced  adjustment.   In  addition,  a  member  who 
elects  to  receive  a  reduced  monthly  benefit  so  that  payments  will 
continue  to  his  beneficiary  after  his  death  will  also  receive  a 
reduced  cost-of-living  increase.   Mr.  Hendrickson  further  explained 
that  all  members  within  the  same  retirement  system  who  retire  at 
the  normal  retirement  age  will  receive  identical  monthly  increases 
because  the  formula  is  based  on  the  average  salary  of  all  active 
members  rather  than  on  individual  monthly  benefits. 

Day  two  of  this  meeting  was  a  public  hearing  on  the  proposed  adjust- 
ments.  Individuals  representing  employee  organizations  and  retiree 
groups  responded  favorably  to  the  Hendrickson  proposal.   Following 
public  testimony,  the  Committee  selected  the  Hendrickson  proposal 
and  its  possible  variations  for  further  study. 

The  Committee  met  for  a  fifth  time  in  September,  1980,  to  hear 
further  testimony  on  the  Hendrickson  proposal  as  it  related  to  each 
retirement  system.   After  considering  the  testimony,  the  group 
directed  the  staff  to  draft  legislation  including  a  cost-of-living 
adjustment  based  on  the  proposed  formula  for  the  Public  Employees', 
Teachers',  Game  Wardens',  Sheriffs',  and  Highway  Patrol  Retirement 
Systems,  and  for  members  of  the  Municipal  Police  Retirement  System 
who  have  retired  after  July  1,  1975.   Excluded  from  the  provisions 
of  the  proposed  adjustment  were  members  of  the  Municipal  Police 
Retirement  System  retired  before  July  1,  1975,  and  members  of  the 
Judges'  Retirement  System  and  the  disability  and  pension  funds  of 
the  fire  department  relief  associations.   These  members  were  not 
considered  because  they  now  have  cost-of-living  provisions  that 
are  superior  to  the  proposed  increase.   The  Committee  felt  that 
they  could  not  reduce  these  retirees'  benefits  without  violating 
their  retirement  contracts. 

The  staff  was  also  instructed  to  include  in  the  draft  legislation: 
(1)  a  minimum  benefit  of  $350  for  members  of  retirement  systems 
covered  by  social  security  and  a  $500  minimum  benefit  for  members 
of  those  systems  not  covered  by  social  security;   (2)  a  provision 


Mr.  Hendrickson  represents  Hendrickson  and  Bird,  Inc., 
Helena-based  actuarial  firm. 


requiring  employer  and  employee  contributions  and  a  supplemental 
funding  source  to  finance  the  adjustments;  and  (3)  a  provision 
deferring  the  benefit  increase  until  three  years  after  a  member's 
retirement.   The  purpose  of  the  deferral  period  was  to  reduce  the 
costs  of  the  adjustments. 

The  Committee  reserved  the  final  meeting  in  November,  1980,  for  a 
discussion  of  proposed  legislation.   Two  bills,  LC  152  and  LC  358, 
were  accepted  for  recommendation  to  the  Forty-Seventh  Legislature. 
LC  152  is  a  Committee  bill  that  provides  a  cost-of-living  increase 
and  minimum  monthly  benefit  to  members  of  six  retirement  systems. 
The  Committee  decided  to  fund  both  the  increase  and  minimum  benefit 
through  employee  and  employer  contributions,  appropriations  from 
the  general  fund  and  coal  tax  trust  fund  interest,  driver's  license 
fees,  and  insurance  premium  taxes.   LC  358,  presented  by  the 
Montana  State  Firemen's  Association,  provides  additional  funding 
for  the  firefighters'  disability  and  pension  funds.   The  remainder 
of  this  report  describes  the  background  and  provisions  of  these 
two  bills. 


III.   BACKGROUND  AND  SUMMARY  OF  LC  152 

A.   BACKGROUND 

The  work  of  the  Interim  Study  Committee  on  Public  Retirement  Systems 
is  embodied  in  LC  152.   This  bill  reflects  the  Committee's  belief 
that  retired  public  employees,  who  have  served  Montana  at  the  state 
and  local  level,  deserve  a  decent  standard  of  living.   The  purpose 
of  this  legislation  is  to  insure  that  the  purchasing  power  of 
these  older  Montanans  is  protected  during  inflationary  periods 
through  cost-of-living  adjustments. 

Automatic  vs.  Ad  Hoc  Adjustments 

A  cost-of-living  adjustment  is  a  change,  usually  an  increase, 
which  is  made  in  an  individual's  pension  benefits  after  the  date 
of  retirement.   The  most  frequently  used  methods  for  adjusting 
benefits  are  the  ad  hoc  and  automatic.   Ad  hoc  adjustments  are 
increases  that  are  granted  on  a  single  occasion  and  are  not 
tied  into  a  "triggering"  factor  that  will  change  the  adjustment 
at  a  future  date.   Automatic  adjustments  are  increases  that  are 
granted  on  a  recurring  or  regular  basis  and  usually  involve  an 
implied  promise  of  further  increases.   A  major  decision  for  the 
Committee  was  whether  to  use  the  ad  hoc  or  the  automatic  approach 
for  adjusting  benefits. 

Distinct  advantages  and  disadvantages  are  associated  with  each 
method.   For  example,  the  ad  hoc  method  presents  fewer  actuarial 
problems  than  the  automatic  method.   Because  an  ad  hoc  increase 
usually  is  limited  to  those  members  who  are  already  retired,  the 
cost  of  the  adjustment  and  the  immediate  cash  flow  impact  are  easier 
to  predict  for  a  given  period  of  time.   Hence,  adequate  funding 
can  be  provided  for  the  adjustment  when  it  is  implemented.   Also, 
since  an  ad  hoc  increase  is  granted  on  a  one-time  basis,  it  can 
be  structured  to  address  the  particular  needs  of  a  specific  group 
of  retirees. 

However,  an  ad  hoc  increase  tends  to  lag  behind  the  inflationary 
trends  which  is  detrimental  from  a  retiree's  perspective.   Also, 
there  is  no  guarantee  that  benefits  will  be  reviewed  and  adjusted 
on  a  regular  basis.   Whether  an  ad  hoc  increase  is  granted  often 
depends  on  the  political  climate  at  the  time  it  is  being  considered. 

Unlike  an  ad  hoc  increase,  the  costs  associated  with  an  automatic 
adjustment  are  more  difficult  to  predict  since  the  increase  is 
extended  to  both  active  and  retired  members  of  the  retirement 
system.   For  this  same  reason,  an  automatic  increase  is  more 
costly  than  an  ad  hoc  adjustment.   For  example,  employees  who 
commonly  retire  in  their  sixties  and  who  receive  a  3%  annual 
increase  on  a  compounding  basis  could  add  20%  to  30%  to  the  cost 
of  the  retirement  program.   In  addition,  if  the  increase  is  tied 
into  the  Consumer  Price  Index  (CPI),  this  type  of  adjustment  may 
create  serious  funding  problems  during  periods  of  rapid  inflation. 


But  an  automatic  increase  gives  retirees  assurances  that  their 
benefits  will  reflect  inflationary  trends.   The  adjustment  is 
granted  on  a  more  current  basis,  and  the  lag  time  between  infla- 
tionary pressures  and  the  time  it  takes  for  a  political  body  to 
act  is  reduced. 

Post-Retirement  Adjustments  in  Montana 

Generally  the  Montana  legislature  has  used  the  ad  hoc  method 
for  adjusting  public  employees'  retirement  benefits.   Between 
1971  and  1979,  the  Highway  Patrol,  Public  Employees',  Police 
Officers',  and  Teachers'  Retirement  Systems  received  ad  hoc 
increases.   Some  of  these  ad  hoc  adjustments  have  been  nonpro- 
portional,  such  as  a  flat  dollar  amount  per  year  of  creditable 
service  plus  a  flat  dollar  amount  per  year  retired  prior  to  a 
given  date.   For  example,  in  1975  members  of  the  Public  Employees' 
Retirement  System  received  a  cost-of-living  increase  of  $1.00  per 
month  for  each  year  of  service,  and  $2.00  per  month  for  each  year 
retired.   Other  adjustments  have  been  a  fixed  percentage  increase 
or  a  percentage  increase  related  to  the  CPI.   Teachers,  for 
example,  received  a  one-fourth  of  one  percent  increase  for 
each  month  retired  during  fiscal  years  1973,  1974,  and  1975. 
In  1974,  Highway  Patrol  retirees  received  an  increase  equal 
to  one-half  the  increase  in  the  CPI  from  January  preceding 
retirement  to  1973. 

Three  retirement  systems,  the  firefighters',  judges',  and  police 
officers',  are  covered  by  automatic  cost-of-living  adjustments. 
These  adjustments  are  related  to  a  proportion  of  an  active  member's 
salary.   For  example,  retired  firefighters  receive  one-half  the 
monthly  salary  paid  to  a  newly  confirmed  officer.   Judges  also 
enjoy  an  automatic,  current  salary-related  adjustment.   Retirement 
benefits  for  judges  are  based  on  3-1/3%  of  final  salary  per  year 
for  the  first  15  years  of  service  and  1%  per  year  for  each  year  of 
service  thereafter.   "Final  salary"  in  this  formula  is  defined  as 
the  annual  current  salary  for  the  office  retired  from. 

Not  all  public  employees  have  received  cost-of-living  adjustments. 
The  Game  Wardens'  and  the  Sheriffs'  Retirement  Systems  have  re- 
ceived no  post-retirement  increases  since  their  creation  in  1963 
and  1974  respectively.   The  chart  in  Appendix  A  outlines  the  re- 
tirement adjustments  which  have  been  enacted  in  Montana  during  the 
1971  through  1979  period. 

After  weighing  the  pros  and  cons  of  ad  hoc  vs.  automatic  adjustments 
and  considering  the  effects  of  past  legislation,  the  Committee  agreed 
to  adopt  the  automatic  method  for  adjusting  benefits.   Members  believed 
that  the  automatic  concept  offered  a  more  comprehensive  approach  for 
combatting  benefit  erosion  than  did  piecemeal,  ad  hoc  adjustments. 

Cost-of-Living  Adjustment 

The  Committee  reviewed  the  automatic  cost-of-living  proposals  sub- 
mitted and  selected  the  Hendrickson  proposal  as  the  adjustment  best 
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suited  to  meet  the  needs  of  the  retiree.   This  proposal  provides  an 
automatic  cost-of-living  increase  in  service  and  disability  retire- 
ment and  survivorship  allowances  payable  to  members  of  the  Public 
Employees',  Teachers',  Highway  Patrol,  Sheriffs',  and  Game  Wardens' 
Retirement  Systems  and  their  beneficiaries  and  to  members  of  the 
Municipal  Police  Officers'  Retirement  System  retired  after  July  1, 
1975,  and  their  beneficiaries.   The  basic  formula  for  the  adjust- 
ment is: 

2/3  (CPI  -  3%)  X  1/2  (Average  Salary  of  Active  Members) 

This  amount  is  then  multiplied  by  a  ratio  of  a  member's  years  of 
creditable  service  to  years  of  service  required  for  one-half  pay.-'- 

The  formula  has  the  following  advantages: ^ 

1.  It  is  tied  to  the  CPI  and  provides  immediate  increases 
whenever  the  index  exceeds  3%.   A  CPI  of  3%  or  below 
should  not  cause  substantial  hardships  to  the  retiree, 
particularly  since  social  security  provides  full 
indexing  without  limitations. 

2.  Providing  two-thirds  of  the  CPI  above  3%  allows  a  sub- 
stantial recognition  of  the  loss  in  purchasing  power 
during  times  of  high  inflation. 

3.  Applying  the  CPI  to  the  average  monthly  salary  of  active 
members  allows  for  a  base  that  is  continually  changing 
as  the  cost  of  living  and  standard  of  living  increase. 
Using  salary  as  a  base  has  the  attraction  of  tying  ad- 
justments to  a  base  that  is  very  responsive  to  costs  of 
living  and  that  is  subject  to  an  in-depth  review  on  a 
periodic  basis. 


-'•For  each  retirement  system,  a  member  must  serve  a  specific 
number  of  years  to  receive  a  benefit  allowance  equal  to  one-half 
of  his  monthly  salary.   Members  working  less  than  the  required 
years  receive  a  proportionately  reduced  benefit.   The  following  is 
a  list  of  service  years  required  for  one-half  pay  for  each  system: 

Public  Employees '  Retirement  System  30  years 

Teachers'  Retirement  System  30  years 

Highway  Patrol  Retirement  System  25  years 

Sheriffs'  Retirement  System  25  years 

Game  Wardens'  Retirement  System  25  years 

Police  Officers'  Retirement  System  20  years 

^Alton  Hendrickson,  Cost-of-Living  Report  for  Legislative 
Interim  Study  Committee  on  Public  Retirement  Systems,  submitted 
July  22,  1980,  pp.  10,  11. 
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4.  The  formula  of  one-half  the  average  monthly  salary 
would  be  available  only  to  those  who  had  completed 
the  required  service  for  one-half  pay.   Members 
who  had  earned  a  benefit  of  more  or  less  than  the 
50%  of  salary  would  be  entitled  to  an  appropriate 
increase  or  decrease  in  this  amount. 

5.  The  formula  provides  reasonable  increases  for  basic 
goods  by  recognizing  the  common  need  of  all  members. 
Also,  differences  in  retirement  benefits  established 
at  the  time  of  retirement  remain  intact. 

The  definition  of  "salary"  used  in  the  adjustment  varies  among  the 
retirement  systems.   For  the  Public  Employees',  Teachers',  and 
Sheriffs'  Retirement  Systems,  where  the  salary  range  for  active 
members  is  wide,  salary  is  defined  as  the  average  salary  for  all 
active  members.   For  the  Highway  Patrol,  Game  Wardens',  and  Police 
Officers'  Retirement  Systems,  where  the  salary  range  for  active 
members  is  narrow,  salary  is  defined  as  the  salary  for  the  lowest 
paid  member.   These  two  definitions  were  used  to  insure  that 
benefit  adjustments  would  be  equitable  across  retirement  systems. 

Two  features  were  added  to  the  basic  formula  to  reduce  the  cost  of 
the  adjustment.   First,  the  benefit  is  deferred  for  three  years 
after  a  member  retires.   The  Committee  felt  that  a  three-year  de- 
ferral should  not  cause  substantial  hardship  for  the  retiree. 
Second,  the  average  percentage  increase  in  the  index  during  each 
three-year  period  before  the  increase  is  granted  cannot  exceed  12%. 
This  cap  prevents  the  adjustment  from  draining  the  retirement 
funds  if  inflation  continues  to  spiral. 

Further  adjustments  were  also  made  to  the  basic  formula.   The  intent 
of  these  adjustments  is  to  provide  equitable  increases  based  on 
factors  used  to  compute  a  member's  basic  benefits.   For  instance, 
a  recipient  of  a  disability  or  survivorship  allowance  will  receive 
the  full  increase  regardless  of  years  of  service.   For  recipients 
of  optional,  survivorship,  and  early  retirement  allowances,  the 
increase  will  be  adjusted  by  the  actuarial  factors  determined  by 
the  retirement  boards.   A  final  adjustment  prevents  the  increase 
in  benefits  from  exceeding  the  percentage  increase  in  the  index 
for  the  previous  calendar  year. 

Minimum  Monthly  Benefit  Allowance 

A  second  benefit  adjustment  provided  in  LC  152  is  a  minimum  monthly 
benefit  allowance  based  on  the  social  security  coverage  for  the  re- 
tirement systems.   The  Committee  established  this  minimum  benefit 
to  guarantee  that  a  member's  pension  allowance  cannot  be  less  than 
a  given  amount.   In  particular,  this  type  of  adjustment  helps  the 
older  retiree  whose  allowance  was  small  at  the  time  of  retirement 
and  whose  benefits  have  been  continually  eroded  by  inflation.   Mem- 
bers of  those  systems  covered  by  social  security  (public  employees, 
teachers,  sheriffs,  and  game  wardens)  who  have  retired  on  or 
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before  July  1,  1981,  and  their  beneficiaries  are  eligible  for 
a  $350  minimum  monthly  benefit  adjusted  by  each  member's  years 
of  creditable  service.   Members  of  systems  not  covered  by  social 
security  (Highway  Patrol  and  police  officers)  who  have  retired 
on  or  before  July  1,  1981,  and  their  beneficiaries  are  eligible 
for  a  $500  minimum  monthly  benefit  adjusted  by  each  member's 
years  of  creditable  service.   The  benefit  applies  to  service, 
disability,  and  survivorship  allowances.   Adjustments,  similar 
to  those  applied  to  the  cost-of-living  increase,  also  apply  to 
the  minimum  benefit  to  provide  equitable  increases  to  retirees. 
If  a  member  or  beneficiary  qualifies  for  both  the  cost-of-living 
adjustment  and  the  minimum  benefit,  he  will  receive  the  greater 
of  the  two. 

Method  for  Funding  Benefit  Adjustments 

For  a  retirement  system  to  become  and  remain  financially  sound, 
basic  benefits  and  cost-of-living  adjustments  should  be  properly 
funded.   A  funded  system  assures  that  money  will  be  available 
for  employees  at  the  time  of  retirement.   In  contrast,  unfunded 
adjustments  may  drain  the  system's  resources  and  lead  to  financial 
disaster.   The  Committee  selected  a  prefunding  or  actuarial  funding 
method  for  financing  the  cost-of-living  increase  and  minimum  monthly 
benefit  allowance. 

Under  this  method,  reserves,  as  calculated  by  an  actuary,  are  accu- 
mulated throughout  the  employee's  years  of  service.   As  investment 
on  these  reserves  increase,  this  money  provides  an  important  addi- 
tional revenue  source  for  the  retirement  systems.   Cost-of-living 
adjustments  may  be  prefunded  by  combining  the  cost  of  the  adjustment 
with  the  normal  costs  of  financing  existing  benefits.   Or  a  lump- 
sum appropriation  equal  to  the  cost  of  the  adjustment  can  be  made 
before  implementing  the  increase.   This  latter  method  is  frequently 
used  by  public  officials  to  finance  ad  hoc  adjustments. 

Some  degree  of  prefunding  of  benefits  and  cost-of-living  adjustments 
for  public  -retirement  systems  is  desirable.   Actuarial  funding  gives 
current  employees  security  in  knowing  that  reserves  will  be  available 
upon  retirement.   It  also  insures  that  pension  costs  are  financed  by 
the  generation  that  enjoys  the  services  of  the  public  employees  rather 
than  passing  these  expenses  on  to  future  generations.   In  addition, 
prefunding  forces  public  officials  to  be  aware  of  the  long-range 
costs  of  benefit  changes  and  encourages  fiscal  responsibility. 

The  following  chart  lists  the  amounts  needed  to  prefund  the  cost-of- 
living  increase  and  minimum  monthly  benefit  for  members  of  six  re- 
tirement systems.   The  costs  are  expressed  in  two  ways:   (1)  first- 
year  outlay,  and  (2)  percentage  of  active  members'  salaries. 
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Public  Employees' 
Teachers ' 
Highway  Patrol 
Sheriffs' 
Game  Wardens' 
Police 

Total  first-year  cost 


First-Year  Cost    %  of  Salary 


$  6,842,000 

2.20% 

5,820,300 

2.23 

135,800 

3.88 

158,600 

2.44 

49,140 

3.51 

305,500 

4.70 

$13,311,340 


Sources  for  Funding  Benefit  Adjustments 

The  Committee  agreed  to  fund  the  benefit  adjustments  for  each  system 
through  three  sources:   (1)  an  increase  in  the  employer  contribution 
rate,  (2)  an  increase  in  the  employee  contribution  rate,  and  (3)  a 
supplemental  source.   Members  further  decided  to  reimburse  local 
governments  (cities,  counties,  and  school  districts)  for  the  increased 
employer  contributions  required  for  the  Public  Employees'  Teachers', 
Sheriffs',  and  Municipal  Police  Retirement  Systems  through  an  appro- 
priation from  the  general  fund  and  coal  tax  trust  fund  interest. 
Included  in  this  appropriation  is  the  supplemental  funding  for  the 
Public  Employees'  and  Teachers'  Retirement  Systems.   Other  supple- 
mental sources  include  driver's  license  fees  and  insurance  premium 
taxes.   Below  is  a  brief  description  of  these  sources. 

GENERAL  FUND.   This  fund  consists  of  all  money  deposited 
in  the  state  treasury  to  defray  the  general  cost  of 
state  government.   The  sources  of  this  revenue  include 
taxes,  investments,  and  fees.   In  fiscal  year  1980, 
approximately  $248,000,000  was  deposited  in  the  general 
fund.   The  projected  fund  totals  are  $257,000,000  for 
1981;  $287,000,000  for  fiscal  year  1982;  and  $304,000,000 
for  fiscal  year  1983.-^   The  chart  in  Appendix  B  breaks 
down  these  totals  by  revenue  source  for  each  fiscal  year. 

COAL  TAX  TRUST  FUND  EARNINGS.   In  1975,  the  coal  severance 
tax  was  enacted.   The  tax  rate  is  based  on  the  coal's  heat 
content,  method  of  extraction  (surface  or  underground),  and 
contract  sales  price.   Currently,  most  coal  extracted  in 
Montana  is  taxed  at  30%  of  its  contract  sales  price. 

Section  15-35-108  provides  that  50%  of  the  coal  severance 
tax  collection  be  deposited  in  a  permanent  trust  fund.   The 
principal  of  this  constitutional  trust  fund  is  "inviolate" 
unless  three-fourths  of  the  members  of  each  house  vote  for  its 
appropriation.   However,  the  interest  from  the  fund  may  be 


■^Source:   Department  of  Revenue,  Research  Bureau,  December,  1980. 
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appropriated  by  the  legislature  each  session.   In  1977, 
the  legislature  appropriated  $595,000  from  this  interest. 
(House  Bill  No.  826  appropriated  $295,000  for  the  acquisition 
and  restoration  of  a  Charles  M.  Russell  painting,  and  House 
Bill  No.  701  appropriated  $300,000  for  the  expansion  of  the 
state's  weatherization  program.)   No  appropriations  were 
made  from  the  trust  fund  interest  in  1979.   The  projected 
earnings  from  the  trust  fund  are  $4,774,359  for  fiscal  year 
1981;  $10,698,818  for  fiscal  year  1982;  and  $17,380,596  for 
fiscal  year  1983. 4 

MOTOR  VEHICLE  DRIVER'S  LICENSE  FEES.   Until  July  1,  1979, 
motor  vehicle  driver's  license  fees  were  used  to  pay  the 
state's  contribution  to  the  Highway  Patrol  Retirement 
System.   In  1979,  a  bill  was  passed  to  provide  for  payment 
of  the  state's  contribution  directly  from  the  general  fund 
rather  than  from  the  driver's  license  fees.   Currently  5% 
of  the  license  fees  are  retained  by  either  the  Motor  Vehicles 
Division  or  by  the  county,  depending  on  which  entity  collects 
the  fee.   (In  larger  counties,  the  Motor  Vehicles  Division 
provides  licensing  services;  in  the  smaller  counties,  the 
county  treasurer  acts  as  an  agent  for  the  Division  to  collect 
fees.)   Another  5%  is  contributed  to  the  Traffic  and  Safety 
Education  Account.   The  remaining  90%  of  the  drivers'  license 
fees  are  deposited  in  the  general  fund.   For  fiscal  years 
1976  through  1980,  the  following  money  was  deposited  in  the 
general  fund  from  the  motor  vehicle  driver's  license  fees:^ 

1976  $   896,675 

1977  963,219 

1978  1,549,407 

1979  1,184,205 

1980  1,189,350 


INSURANCE  PREMIUMS.   Each  year  the  state  auditor  collects 
a  2-3/4%  premium  tax  on  insurance  risks  enumerated  in 
19-11-512(6),  MCA^   From  this  revenue,  the  state  contributes 


'^Source:   Office  of  Budget  and  Program  Planning,  November,  1980. 
^Source:   Montana  Financial  Reports,  Department  of  Adminstration. 

^These  risks  include: 

(a)  insurance  of  houses,  buildings,  and  all  other  kinds  of 
property  against  loss  or  damage  by  fire  or  other  casualty; 

(b)  all  kinds  of  insurance  on  goods,  merchandise,  or  other 
property  in  the  course  of  transportation,  whether  by  land,  water,  or 
air; 

(Continued ) 
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an  amount 
the  fire  d 
contributi 
system  rec 
Police  Off 
equal  to  1 
revenue . 
of  the  sta 
were  colle 
fund  from 


equal  to  10%  of  active  firefighters'  salaries  to 
epartment  relief  associations.   After  this  10% 
on  is  made,  the  volunteer  firefighters'  retirement 
eives  5%  of  the  remaining  tax  money.   The  Municipal 
icers'  Retirement  System  also  receives  an  amount 
4%  of  active  policemen's  salaries  from  this 
The  remainder  is  deposited  in  the  general  fund 
te.   In  1979  and  1980,  the  following  amounts 
cted,  expended,  and  deposited  in  the  general 
this  tax: ^ 


2-3/4%  PREMIUM  TAX 


Amount  Paid  to  Police 


Amount 
Collected 

$  5,700,560 
6,392,800 

and  Firefighters' 
Retirement  Funds 

1979 
1980 

$  2,551,560 
2,775,765 

Amount  Deposited 
in  General  Fund 


$  3,149,000 
3,617,035 


(Continued ) 

(c)  insurance  aga 
resulting  from  accident,  c 
gation  and  transportation 

(d)  insurance  of 
resulting  from  hail  or  the 

(e)  insurance  aga 
goods  or  premises  arising 
sprinklers,  pumps,  or  othe 

(f)  insurance  aga 
because  of  damage  to  prope 
vehicles,  whether  by  accid 
any  engine,  tank,  boiler, 

(g)  insurance  aga 
of  any  vehicle. 


inst  loss  or  damage  to  motor  vehicles 

ollision,  or  marine  and  inland  navi- 

perils; 

growing  crops  against  loss  or  damage 

elements; 
inst  loss  or  damage  by  water  to  any 
from  the  breakage  or  leakage  of 
r  apparatus; 

inst  loss  or  legal  liability  for  loss 
rty  caused  by  the  use  of  teams  or 
ent  or  collision  or  by  explosion  of 
pipe,  or  tire  of  any  vehicle;  and 
inst  theft  of  the  whole  or  any  part 


Source:   Insurance  Division,  State  Auditor's  Office, 
November,  1980. 
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Funding  Sources  for  Each  System 

The  following  information  describes  the  funding  sources  for  the 
cost-of-living  increase  and  minimum  monthly  benefit  for  each 
retirement  system.   Costs  are  expressed  as  first-year  outlay  and 
percentage  of  salary. 

Public  Employees'  Retirement  System 

First-Year  Cost    %  of  Salary 

Employer  contribution:         $  2,651,139        1.0% 
(state  agencies, 
university  system) 

Employee  contribution:  3,110,000        l.o 

(all  active  members) 

Appropriation — 
local  government 
employer  contribution:  458,861        i.O 

supplemental  funding  622,000         .2 

Teacher's  Retirement  Systems 

First-Year  Cost    %  of  Salary 

Employer  contribution:        $   700,045         1.0% 
(state  agencies, 
university  system) 

Employee  contribution:         2,610,000         i.o 
(all  active  members) 

Appropriation — 
local  government 
employer  contribution:       1,909,955         i.o 

supplemental  funding:  600,300  .23 

Highway  Patrol  Retirement  System 


First-Year  Cost    %  of  Sala 


£Z 


Employer  contribution:        $    35,000         1.0% 
Employee  contribution:  35,000         i.o 

Driver's  license  fees:  65,800         1.51 
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Sheriffs  '  Retirement  System 


Employee  contribution: 

Appropriation: 

(local  government 
employer  contribution) 

Insurance  premium  taxes: 


First-Year  Cost    %  of  Salary 
$    65,000         1.0% 
65,000         1.0 


28,600 


.44 


Game  Wardens'  Retirement  System 

Employer  contribution: 
Employee  contribution: 
Insurance  premium  taxes: 


First-Year  Cost 
$    14,000 
14,000 
21,140 


%  of  Salary 
1.0% 
1.0 
1.51 


Municipal  Police  Officers' 
Retirement  System 


Employee  contribution; 


Insurance  premium  taxes: 
(includes  state  contri- 
bution and  supplemental 
funding ) 

Appropriation: 

(local  government 
employer  contribution) 


First-Year  Cost    %  of  Salary 


$    46,800 


193,700 


65,000 


1.0%   (hired 
before  7/1/79) 

.5   (hired 
after  7/1/79) 

2.98 


1.0 


The  total  appropriation  from  the  general  fund  and  coal  tax  trust 
fund  interest  is  $3,721,116.   If  this  figure  is  adjusted  for 
salary  increases,  inflation,  and  other  factors,  the  projected 
cost  is  approximately  $4,300,000  for  fiscal  year  1981-1982 
and  $4,700,000  for  fiscal  year  1982-1983,  for  a  grand  total 
of  $9,000,000  for  the  biennium.   Of  this  total,  $4,500,000 
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will  be  appropriated  from  the  general  fund  and  $4,500,000 
from  the  coal  tax  trust  fund  interest. 

B.   SUMMARY 

In  terms  of  structure,  LC  152  can  be  broken  into  six  major 
I      units  with  each  unit  addressing  one  of  the  retirement  systems. 
The  format  within  each  part  is  identical  and  contains  the 
following  provisions: 

1.  Cost-of-living  increase 

a.  definitions 

b.  eligibility 

c.  formula 

d.  adjustments  to  increase 

2.  Minimum  benefit 

a.  eligibility/formula 

b.  adjustments  to  benefit 

3.  Funding: 

a.  member's  contributions 

b.  employer's  contribution 

c.  supplemental  funding 

Below  is  a  section-by-section  outline  of  the  bill. 

I.   Public  Employees'  Retirement  System  (Sections  1-6) 

V  Section  1.   Cost-of-living  increase.   This  section  is 

I  divided  into  four  subsections: 

Subsection  (1)  contains  definitions.   The  definition 
of  "index"  is  standard  throughout  the  bill  while  the 
meaning  of  "salary"  varies  for  each  retirement  system. 
For  PERS,  "salary"  is  defined  as  the  average  salary 
of  all  active,  vested  members  of  the  system. 

Subsection  (2)  outlines  who  is  eligible  for  the  increase 
and  upon  what  date.   The  increase  is  deferred  for  at 
least  three  years  for  all  members. 

Subsection  (3)  describes  the  formula  used  to  calculate 
the  benefit  increase.   In  numerical  form,  the  formula 


reads: 


2/3  (index  -  3%)  x  salary  x  service  years 

T^       J^ 
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Subsection  (4)  lists  four  adjustments  that  apply  to  the 
increase.   Under  the  first  adjustment,  a  member's 
years  of  creditable  service  equal  30  when  calculating 
the  benefit  increase  for  a  disability  or  survivorship 
allowance.   The  second  and  third  adjustments  apply 
actuarial  factors  to  reduce  the  amount  of  the  increase 
for  optional  and  early  retirement  allowances  and  for 
survivorship  allowances.   The  final  adjustment  limits 
the  amount  of  the  increase  to  the  percentage  increase 
in  the  CPI  from  the  previous  year. 

Section  2.   Minimum  monthly  benefit  allowance.   This  section 
is  divided  into  two  subsections: 

Subsection  (1)  outlines  who  is  eligible  for  the  minimum 
monthly  benefit  allowance  and  how  the  benefit  is  cal- 
culated and  adjusted.   As  with  the  cost-of-living 
increase,  four  adjustments  apply  to  the  minimum  benefit. 
Under  the  first  adjustment,  a  member's  years  of 
creditable  service  equal  30  when  calculating  the 
minimum  monthly  benefit  for  a  disability  or  survivor- 
ship allowance.   The  second  and  third  adjustments  apply 
actuarial  factors  to  reduce  the  amount  of  the  minimum 
benefit  for  optional  and  early  retirement  allowances  and 
for  survivorship  allowances.   The  final  adjustment 
applies  to  elected  officials,  Montana  National  Guardsmen, 
and  independent  contractors.   The  minimum  benefit  for 
these  individuals  will  be  adjusted  by  a  ratio  of  the 
member's  final  average  salary  to  $4,800. 

Subsection  (2)  states  that  if  a  member  or  beneficiary 
is  eligible  for  both  a  cost-of-living  increase  and  a 
minimum  benefit,  he  will  receive  the  greater  of  the 
benefit  increases.   If  a  member  or  beneficiary  receives 
a  minimum  monthly  benefit,  he  is  eligible  to  receive 
the  cost-of-living  increase  beginning  the  following  year. 

Section  3.  Funding.  According  to  this  section,  the  cost-of- 
living  increase  and  minimum  monthly  benefit  allowance  will  be 
funded  by: 

a.  Employees'  contributions 

b.  Employers'  contributions 

c.  General  fund  appropriation  or  other  supplemental 
funding  source. 

Section  4.   This  section  increases  the  employee's  contribu- 
tion rate. 

Section  5.   This  section  increases  the  employer's  contribu- 
tion rate. 
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Section  6.   This  section  authorizes  the  state  to  reimburse 
the  contracting  employer  for  the  increase  in  the  employer 
contribution  rate. 

II.   Teacher's  Retirement  System  (Sections  7-15) 

The  provisions  for  this  system  are  identical  to  those  of 
PERS  except  for  the  following  sections: 

Section  7.   Cost-of-living  increase. 

Subsection  (l)(b).   "Salary"  is  defined  as  the  average 
salary  for  all  active  members  of  the  system. 

Subsection  (2)(a)  and  (b).   A  minor  child  receiving  a 
$100  per  month  death  benefit  is  not  eligible  for  the 
increase . 

Section  8.   Minimum  monthly  benefit  allowance. 

Subsection  (l)(b).   Only  the  first  three  adjustments 
listed  in  the  corresponding  PERS  section  (section 
2,  subsection  (l)(b))  apply  to  this  system. 

I  Section  9  provides  the  same  funding  sources  as  the  PERS 

I  Section. 

»  Section  10  removes  the  previous  minimum  annual  allowance  of 

r  $2,400. 

I 

I  Sections  11  and  12  reflect  the  amendment  in  section  10  and 

I  use  the  new  minimum  benefit  provided  in  section  8  for  cal- 

culating early  retirement  and  death  benefits. 

Sections  13  and  14  increase  employee  and  employer  contri- 
i  bution  rates. 

V  Section  15  authorizes  the  state  to  reimburse  the  school 

V  districts  for  the  increase  in  the  employer  contribution 
I  rate. 

I  III.   Highway  Patrol  Retirement  System  (Sections  16-23) 

j  The  provisions  for  this  system  are  identical  to  those  of 

PERS  except  for  the  following  sections: 

f  Section  16.   Cost-of-living  increase. 

I  Subsection  (l)(b).   "Salary"  is  defined  as  the  salary 

^  for  the  lowest  paid  member  of  the  system. 

\  Subsection  (2).   The  increase  is  limited  to  members 

I  with  20  years  or  more  of  service,  to  members  compelled 

I- 
if- 
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to  retire  with  less  than  20  years,  and  to  members  or 
beneficiaries  receiving  disability  or  survivorship 
allowances. 

Subsection  (3).   The  ratio  in  the  formula  is  based  on 
a  member's  years  of  creditable  service  to  25. 

Subsection  (4)(a).   A  member's  years  of  creditable 
service  equal  25  when  calculating  the  benefit  increase 
for  a  disability  or  survivorship  allowance. 

Section  17.   Minimum  monthly  benefit  allowance. 

Subsection  (1).   The  ratio  in  the  formula  is  based  on 
a  member's  years  of  creditable  service  to  25^  multiplied 
by  $500.   Also  only  the  first  three  adjustments  listed 
in  the  corresponding  PERS  section  (section  2,  subsection 
(l)(b))  apply  to  this  system.   For  the  first  adjustment, 
the  minimum  benefit  is  based  on  25^  years  of  service  for 
a  recipient  of  a  disability  or  survivorship  allowance. 

Section  18.   Funding.   The  cost-of-living  increase  and  minimum 
monthly  benefit  allowance  are  funded  by: 

a.  Employees'  contributions 

b.  State's  contribution 

c.  Driver's  license  fees 

Sections  19  and  20  increase  employee's  and  state's  contri- 
bution rates. 

Section  21  describes  the  allocation  of  the  driver's  license 
fees.   (Section  20-7-504(2)  provides  that  5%  of  the  fee  is 
contributed  to  the  traffic  education  account.   Section 
21{7)(b)(i)  reflects  this  distribution  of  funds.) 

Section  22  coordinates  the  provision  allocating  the  driver's 
license  fees  with  another  bill  that  also  allocates  a  portion 
of  these  funds. 

Section  23  reflects  the  allocation  of  the  driver's  license 
fees  under  section  21. 

IV.   Sheriffs'  Retirement  System  (Sections  24  -  29) 

The  provisions  for  this  system  are  identical  to  those  of 
PERS  except  for  the  following  sections: 

Section  24.   Cost-of-living  increase. 

Subsection  (l)(b).   "Salary"  is  defined  as  the  average 
salary  for  all  active  members  of  the  system. 
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Subsection  (3).   The  ratio  in  the  formula  is  based  on 
a  member's  years  of  creditable  service  to  25. 

Subsection  (4)(a).   A  member's  years  of  creditable  ser- 
vice  equal  25  when  calculating  the  benefit  increase 
for  a  disability  or  survivorship  allowance. 

Section  25.   Minimum  monthly  benefit  allowance. 

Subsection  (1).   The  ratio  in  the  formula  is  based  on  a 
member's  years  of  creditable  service  to  25^.   Also  only 
the  first  three  adjustments  listed  in  the  corresponding 
PERS  section  (section  2,  subsection  (l)(b))  apply  to 
this  system.   For  the  first  adjustment,  the  minimum 
benefit  is  based  on  25^  years  of  creditable  service  for 
a  recipient  of  a  disability  or  survivorship  allowance. 

Section  26.   Funding.   The  cost-of-living  increase  and 
minimum  monthly  benefit  allowance  is  funded  by: 

a.  Employees'  contributions 

b.  Counties'  contributions 

c.  Insurance  premium  tax 

Sections  27  and  28  increase  the  member's  and  county's 
contribution  rate. 

Section  29  authorizes  the  state  to  reimburse  the  counties 
'  for  the  increase  in  the  employer  contribution  rate. 

I         V.   Game  Wardens'  Retirement  System  (Sections  30-34) 

I  The  provisions  for  this  system  are  identical  to  those  of 

'  PERS  except  for  the  following  sections: 

i, 

t?  Section  30.   Cost-of-living  increase. 

i:  Subsection  (l)(b).   "Salary"  is  defined  as  the  salary 

V  for  the  lowest  paid  member  of  the  system. 

% 

I-  Subsection  (3).   The  ratio  in  the  formula  is  based  on 

I  a  member's  years  of  creditable  service  to  25. 

f  Subsection  (4)  (a).   A  member's  years  of  creditable  serv- 

I  ice  equal  2^  when  calculating  the  benefit  increase  for 

a  disability  or  survivorship  allowance. 


t 


Section  31.   Minimum  benefit  allowance. 

Subsection  (1).   The  ratio  in  the  formula  is  based  on  a 
member's  years  of  creditable  service  to  25.   Also  only 
the  first  three  adjustments  listed  in  the  corresponding 
PERS  section  (section  2,    subsection  (l)(b))  apply 
to  this  system.   For  the  first  adjustment,  the  minimum 
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benefit  is  based  on  25^  years  of  creditable  service  for 
a  recipient  of  a  disability  or  survivorship  allowance. 

Section  32.   Funding.   The  cost-of-living  increase  and 
minimum  monthly  benefit  allowance  is  funded  by: 

a.  Employees'  contributions 

b.  State's  contribution 

c.  Insurance  premium  tax         /. 

Sections  33  and  34  increase  the  member's  and  state's  con- 
tribution rate. 

VI.   Municipal  Police  Officers'  Retirement  System  (Sections  35-41) 

The  provisions  for  this  system  are  identical  to  those  of 
PERS  except  for  the  following  sections: 

Section  35.   Cost-of-living  increase. 

Subsection  (l)(b).   "Salary"  is  defined  as  the  average 
salary  for  all  newly  confirmed  police  officers  partici- 
pating in  the  system. 

Subsection  (2)(a).   The  increase  is  limited  to  those 
officers  retired  on  or  after  July  1,  1975. 

Subsection  (3).   The  ratio  in  the  formula  is  based  on 
a  member's  years  of  creditable  service  to  20. 

Subsection  (4).   Only  the  first  and  fourth  adjustments 
listed  in  the  corresponding  PERS  section  (section 
2,  subsection  (l)(b))  apply  to  this  system.   For  the 
first  adjustment,  a  member's  years  of  creditable  serv- 
ice equal  _20  when  calculating  the  benefit  increase  for 
a  disability  or  survivorship  allowance. 

Section  36.   Minimum  monthly  benefit  allowance. 

Subsection  (1).   The  ratio  in  the  formula  is  based  on 
a  member's  years  of  creditable  service  to  _20  multiplied 
by  $500.   Also  only  the  first  adjustment  listed  in  the 
correspondeing  PERS  section  (section  2,  subsection 
(l)(b))  applies  to  this  system.   Under  this  adjustment, 
the  minimum  benefit  is  based  on  2£  years  of  creditable 
service  for  a  recipient  of  a  disability  or  survivorship 
allowance . 

Section  37.   The  cost-of-living  increase  and  minimum  monthly 
benefit  allowance  are  funded  by: 
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a.  Employees'  contributions 

b.  State's  contribution 

c.  Employers'  contributions 

d.  Insurance  premium  tax 

Sections  38,  39  and  40  increase  the  member's,  state's,  and 
employer's  contribution  rate. 

Section  41  authorizes  the  state  to  reimburse  the  cities  for 
the  increase  in  the  employer  contribution  rate. 

Section  42  provides  for  an  appropriation  from  the  general 
fund  and  coal  tax  trust  fund  earnings  to  finance  the  auto- 
matic cost-of-living  increase  and  minimum  monthly  benefit 
for  members  of  Public  Employees'  and  Teachers'  Retirement 
Systems  and  to  reimburse  local  government  employers  for 
the  increase  in  the  employer  contribution  rate  for  the 
Public  Employees',  Teachers',  Sheriffs',  and  Police 
Retirement  Systems. 

Section  43  is  a  codification  section. 

A  copy  of  LC  152  is  contained  in  Appendix  C. 
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IV.   BACKGROUND  AND  SUMMARY  OF  LC  358 

A.   BACKGROUND 

Under  their  current  pension  plan,  firefighters  have  an  automatic, 
salary-related  cost-of-living  adjustment.   This  escalator  provision 
guarantees  that  a  member's  monthly  benefit  allowance  cannot  be  less 
than  one-half  of  the  monthly  salary  of  a  confirmed,  active  fire- 
fighter in  the  city  from  which  the  member  retired.   For  firefight- 
ers retired  before  July  1,  1973,  the  escalator  is  funded  through  a 
1-1/2%  tax  on  the  fire  portion  of  insurance  premiums  sold  in  the 
state.   This  tax  will  eventually  terminate  when  no  more  beneficiaries 
from  this  group  survive.   For  firefighters  retired  after  July  1, 
1973,  the  escalator  is  funded  through  the  retirement  funds  along 
with  basic  benefits. 

The  firefighters'  escalator  adjustment  is  superior  to  the  cost-of- 
living  increase  provided  in  LC  152  for  six  retirement  systems. 
Because  the  Committee  felt  that  it  could  not  reduce  the  firefighters' 
benefits  without  violating  their  pension  contracts,  the  legislators 
excluded  this  group  from  the  provisions  of  LC  152.   The  Montana 
State  Firemen's  Association  supported  the  Committee's  action. 

The  Association  asked  the  Committee's  permission  to  submit  a  bill 
to  improve  the  financial  status  of  the  retirement  funds  rather  than 
providing  a  cost-of-living  adjustment.   The  Commttee  agreed  and 
reviewed  the  bill,  LC  358,  during  its  last  meeting. 

B.   SUMMARY 

This  bill  increases  the  state  contribution  to  the  fire  department 
relief  associations'  disability  and  pension  funds  from  10%  to  14% 
of  total  annual  compensation  paid  by  a  municipality  to  its  fire- 
fighters.  Approximately  $251,000  will  be  needed  to  fund  this  4% 
increase  for  fiscal  year  1981-1982.   The  state  contribution  is  paid 
by  the  State  Auditor  from  the  insurance  premium  taxes. ^   In  addi- 
tion, the  bill  provides  funding  for  the  escalator  provision  for 
service,  disability,  and  survivorship  pensions  from  the  insurance 
premium  taxes  for  firefighters  retired  after  July  1,  1973.   About 
§376,000  or  6%  of  salaries  will  be  needed  to  fund  the  escalator 
for  fiscal  year  1981-1982.   By  unanimous  vote,  the  Committee  recom- 
mended LC  358  for  passage  by  the  Forty-Seventh  Legislature.   A 
copy  of  the  bill  is  contained  in  Appendix  D. 


■■A  description  of  this  funding  source  is  contained  on  p.  14, 
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APPENDIX  A 
RETIREMENT  ADJUSTMENTS  SUMMARY  (1971-1979) 


SYSTEM 


EFFECTIVE 


Firefighters' 
Retirement 


7/1/73 


7/1/74 


7/1/75 


Highway  Patrol 
Retirement 


7/1/74 


7/1/75 


TYPE  OF 
ADJUSTMENT 


Automatic;  current 
salary- related 
(escalator  clause) 


Ad  Hoc;  minimum 
benefit 


Automatic;  current 
salary- related 
(escalator  clause) 


Ad  Hoc;  percentage 
increase;  index- 
related 


Ad  Hoc;  minimum 
benefit 


DESCRIPTION 


For  those  retired 
on  or  after  7/1/73, 
1/2  monthly  salary 
paid  to  confirmed 
active  firefighter 

For  those  retired 
before  7/1/74, 
minimum  allowance  = 
$200 

For  those  retired 
before  7/1/73, 
1/2  monthly  salary 
paid  to  confirmed 
active  firefighter  - 

1/2  CPI  increase 
from  Jan.  preceding 
retirement  to  1973; 
minimum  allowance  = 
$200 

Minimum  allowance 
increased  to  $300 


I  Judges' 

i  Retirement 


7/1/75 


Automatic;  current 
salary- Related 


Defined  "final 
salary"  as  the 
"annual  current 
salary  for  the 
office  retired  from" 
for  calculating 
benefits 


^   For  members  retired  before  7/1/73,  this  adjustment  fundto  through  a 
1  1/2%  tax  on  the  fire  portion  of  direct  premiums. 


SYSTEM 


EFFECTIVE 


TYPE  OP 
ADJUSTMENT 


DESCRIPTION 


Police  Officers 
Retirement 


7/1/75 


7/1/77 


7/1/79 


Ad  Hoc;  percentage 
increase;  index- 
related 


Automatic;  current 
salary-related 


Ad  Hoc ; 

percentage 

increase 


1/2  CPI  increase 
from  1970  to  1974 
or  increase  from 
Jan.  preceding 
retirement  to 
1974  (whichever 
is  less) 

For  those  retired 
before  7/1/75, 
supplement  to 
pension  based  on 
50%  salary  of 
newly  confirmed 
officer 

For  those  retired 
before  7/1/75, 
3%  increase  for 
fiscal  year  1979 
in  lieu  and  any 
other  increase 


'  Public  Employees' 
Retirement 


7/1/71 


7/1/73 


7/1/75 


7/1/77 


7/1/79 


Ad  Hoc;  percentage 
increase;  index- 
related 


Ad  Hoc;  percentage 
increase;  index- 
related 


Ad  Hoc;  nonpropor- 
tional  increase 


Ad  Hoc;  percentage 
increased;  index- 
related 


Ad  Hoc;  percentage 
increase 


1/2  CPI  increase 
from  Jan. 

preceding  retirement 
to  1/1/71 

1/2  CPI  increase 
from  1970  to  1972 
or  increase  from 
Jan.  preceding 
retirement  to  1972 
((whichever  is  less) 

$1.00  per  month  for 
each  year  service; 
$2.00  per  month  for 
each  year  retired 

75%  CPI  increase 
from  1974  to  1976 
or  increase  from 
Jan.  preceding 
retirement  to  1974 
(whichever  is  less) 

.45%  per  month 
increase  for  each 
mo.  benefits  paid 
between  1/1/77  and 
12/31/78 


SYSTEM 


EFFECTIVE 


TYPE  OF 
ADJUSTMENT 


DESCRIPTION 


Teachers ' 
Retirement 


7/1/71 


7/1/73 


7/1/74 


7/1/75 


i/\n^ 


1/1/11 


Ad  Hoc;  percentage 
increase 


Ad  Hoc;  nonpropor- 
tional  increase 


Ad  Hoc;  pertenage 
increase 


Ad  Hoc;  percentage 
increase 


Ad  Hoc;  percentage 
increase 


Ad  Hoc;  nonpropor- 
tional  increase 


5%/year  for  those 
retired  as  of 
6/30/69 

For  those  retired 
on  or  before  7/1/71, 
$1,00  per  month  for 
each  year  service 
to  a  maximum  of 
$35  or  a  10% 
increase  (whichever 
is  greater) ;  1/4  of 
1%  for  each  m  onth 
retired  since  7/1/71 

1/4  of  1%  for 
each  month  retired 
during  preceding 
fiscal  year 

1/4  of  1%  for 
each  month  retired 
during  preceding 
fiscal  year 

1/4  of  1%  for 
each  month  retired 
during  preceding 
fiscal  year 

$1.00  per  month 
for  each  year 
service;  $2.00  per 
month  for  each 
year  retired  prior 
to  July  1,  1971, 
if  30  years  of 
service  or  that 
portion  of  $2.00 
that  years  of  ser 
bears  to  30  years 
if  less  than  30 
(members  retired 
prior  to  7/1/71 
only)  2 


The 
pos 
res 

t 


Game  Wardens'  and  Sheriffs'  Retirement  Systems  have  received  no 
t-retirement  increases  since  their  creation  in  1963  and  1974 
pectively. 


Specifically  funded  through  equal  increases  in  employer  and 
employee  contribution  rates 
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